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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in current U.S. 5 Million and represent period 


averages. 
Exchange Rate: US$1.00=891.7 won lst Half Est. Percent Change 


As of September 30, 1985 1984 1985 1985 1984 1st Half ‘85 1985 


INCOME, PRODUCTION, EMPLOYMENT 
GNP 81,116 82,391 11.9* 9.7* 
GNP at Constant (1980) Prices 80,882 84,521 7.5* 4.5% 
Per Capita GNP ($) 1,999 2,001 10.2* 8.1* 
Plant & Equipment Investment 9,498 9,498 15.9* 8.0* 
Personal Income 61,247 62,380 12.1% 10.0* 
Indices: 1980=100 
Industrial Production I57PS5 167.0 iss 
Avg. Labor Productivity 155.8 167.5 10 
Avg. Industrial Wage 166.1 181.1 7 
Labor Force (Thous. ) 14,984 15,434 -1 
Avg. Unemployment Rate ($%) 3.8 4.1 
Total Population (Thou. Mid-year) 40,578 41,176 


0 
0 
7 
0 


MONEY AND PRICES 
Money Supply (M2) 1/ 29,860 31,367 
Interest Rates (Comml. Banks) 10.3 Led 
Indices: 1980=100 
Wholesale Price L27a2 128.5 
Consumer Price, all cities LP37<6 141.0 
GNP Deflator 13350 13957 


BALANCE OF PAYMENTS AND TRADE 
Gold and FX Reserves 1/ 7,650 gts 
External Debt 1/ 2/ 43,100 45,500 
Annual Debt Service 3/ 5,533 5,900 
Annual Debt Service Ratio (%) 3/ 16.5 17.9 
Balance on Current Account -1,371 -991 -800 
Balance of Trade (FOB) -1,036 -551 200 
Exports (FOB), Customs Basis 29,245 13,324 28,500 
To U.S. 10,479 5,030 10,500 27.1 
Imports (CIF), Customs Basis 30,631 14,289 29,400 16.9 
From U.S. 6,876 3,381 6,470 9.6 -1l 
Average Exchange Rate (Won/US$) 806.0 855.7 870.5 3.8 Te 
Period-End Exchange Rate (won/US$) 827.4 873.8 890.0 4. 8. . 
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A. Major imports from the U.S. in 1984 (in U.S. 5 million, CIF): Electronics and 
Electrical Machinery ($1,034), Non-electrical Machinery ($841), Grain ($761), Chemicals 
and chemical related products on Raw Cotton ($489), Raw Hides & Skins ($434), Iron & 
Steel ($337), Pulp and Papers ($253), Logs ($151) and Coal ($127). 


B. Major exports to the U.S. in 1984 (in U.S. 5 million, FOB): Electronics and 
Electrical Machinery ($2,240), Textiles ($2,178), Iron & Steel Products ($1,147), 


Footwear ($945), Leather Products ($620), Ships ($557), Toys ($459), and Rubber Tires and 
Tubes ($209). 


Footnotes: * Percentage changes calculated in won terms. 1/ Data are for end of 


period. 2/ All external debt including debt of under one year maturity. 3/ Includes 


payments on debt of one year and longer maturity as a percentage of total exports of 
goods and services. 


Source: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of Finance. 





I. OVERVIEW AND OUTLOOK 


In the first half of 1985 economic growth slipped to 3.2 percent as 
Korea began to feel the effects of the economic slowdown among its 
major trading partners. Exports fell 4 percent in nominal terms 
compared with the first half of 1984. Imports were off 7 percent 
reflecting both reduced demand in the export sector and the overall 
Slowdown in the economy. The decline in the trade deficit to 
to Million helped reduce the current account deficit to 

991 million compared with $1.2 billion as of the end of the first 
half of 1984. Korea's international debt crept upward, but at a 
Slower rate than in 1984. 


In an attempt to stimulate the sluggish economy, the government has 
launched some modest pump priming measures in the labor intensive 
construction sector. Although GNP growth is expected to pick up in 
the latter half of the year, the government has already revised its 
target for 1985 from 7.5 percent at the start of the year to a 
current estimate of 5.5 percent. With exports comprising over 
thirty percent of the GNP, achievement of the growth targets in the 
second half year will depend largely on restored export growth. 
Korean policy makers hope that the depreciation of the Won against 
non-dollar currencies will help to boost exports in the months ahead 
and aid in the process of “export diversification." Preliminary 
third quarter data indicate that these policies are having some 
success, but ultimately, restored economic growth will depend on 
improved growth among Korea's trading partners and their continued 
absorption of Korean exports. 


Despite the slowdown in economic growth in 1985 the Korean economy 
remains strong and shows no sign of losing its dynamism. Although 
economic growth will remain a prime concern to government planners 
for some time to come, there is increasing focus on the need to 
deepen the economic structure by providing room for medium size and 
small enterprises in the economy. This will permit the development 
of a more flexible economy with a greater role for the domestic 
market which will make the economy less prone to external shocks. 
In the attempt to deepen the structure the government can be 
expected to pay greater concern to the need for improving the equity 
financing of Korea's large conglomerates and reducing’ their 
substantial financial liabilities. 


Since Korea's economic miracle began in the early sixties, its 
economic decision makers have shown an impressive ability to 
anticipate problems and react to them on a timely basis. As Koreans 
begin their most challenging task of launching the economy into the 
final stages of industrialization the ability to make _ sound 
decisions, including ones that call for less economic engineering 
and a greater market role will be tested. 





II. POLITICAL SETTING 


The exhilarating political season of early 1985 has settled down to 
a more familiar pattern of stalemate between the ruling Democratic 
Justice Party and the main opposition groups. Arrests of opposition 
figures have increased in the last six months while the Chun 
government has taken steps to warn the student opposition that 
government patience with their activities is ebbing. All eyes 
continue to be focussed on spring 1988 when presidential elections 
are scheduled. 


The Chun government is pursuing a dialogue with the North aimed at 
reducing tensions on the peninsula. The dialogue, which includes 
exchange of cultural groups, family visits and economic talks, has 
continued despite North Korea's military buildup. 


Korea's foreign policy with its other neighbors has continued to 
stress improvement and normalization of relations. In recent months 
Soviet sporting teams have come to Seoul to participate in several 
international events, something which Koreans believe augurs well 
for eventual Soviet participation in the Seoul Olympics. Indirect 
relations with the PRC continue to improve slowly despite a 
potentially damaging incident in September involving the crash 
landing of a Chinese bomber and the defection of its pilot. In 
relations with Japan, a September ministerial meeting, the largest 
to date, provided a forum for the airing of Korean complaints about 
Japan, but did little to solve some of the bilateral trade problems. 


Korea's concerns over protectionist trade legislation in the U.S. 
Congress mounted. The Administration's response has taken two 
forms: 1) strong opposition to blatantly protections bills and 
proposed trade actions; and 2) a commitment to tackle the unfair 
trading practices of major partners, both in an effort to keep 
markets for fairly traded qoods open. Thus, President Reagan 
rejected an ITC recommendation which would have limited imports of 
footwear from Korea and other sources and also announced in the Fall 
that the U.S. would initiate investigations under Section 301 of 
Korean insurance and intellectual property practices -- two 
long-standing problems. 


In October, Korea hosted the annual meetings of the International 
Monetary Fund and the World Bank. The conference, which included 
7,000 participants from over 150 countries, represented Korea's most 
ambitious event to date. In coming years Seoul will play host to 
the 1986 Asian Games and the 1988 Summer Olympic Games. Although 
the costs of these events are likely to exceed the direct revenue, 
the ROK looks upon them as the calling card of Korea's impending 
arrival in the group of advanced nations. 





III. KOREAN ECONOMIC TRENDS 


Macroeconomic Performance: In the first half of 1985, Korea began 
to feel the effects of a painful adjustment process brought on by a 
slowdown of economic growth among its major trading partners and by 
the cumulative impact of low domestic inflation rates on Korean 
industry. GNP growth in the first quarter 1985 slowed to 

3.9 percent and by the second quarter had slumped to 3.2 percent for 
the six month period compared with the first half of 1984. Second 
quarter growth was a disheartening 2.7 percent. Just as exports had 
driven the surge in GNP during 1983-1984, their decline of 4 percent 
in the first half of 1985 was a major contributor to the GNP slump 
in 1985. 


Inflation continued at a slow rate in the first half of 1985 
reaching only 3.4 percent measured by the GNP deflator. a 
combination of low’ international commodity prices and the 
government's conservative fiscal and monetary policies helped to 
keep consumer prices’ relatively stable. In particular, the 
government's efforts to prevent real estate speculation by assessing 
high transfer taxes have paid off with average building construction 
investments actually declining by ten percent in real terms. 


Ironically, low domestic inflation has had a negative effect on 
Korea's exports due to the change in the impact of government export 
credits. In the past, with relatively high domestic inflation, 
particularly in the real estate sector, firms used export credits to 
export (even at a loss) while saving their own funds for investing 


in highly profitable real estate speculation. In effect, the export 
credits -- because money is fungible -- were being invested in the 
real estate sector. With domestic money-making opportunities 
severely curtailed and low cost government loans less available, 
Korean enterprises have lost some of the incentive to export. 


Exchange Rate Movement : The Korean Won is tied to a trade weighted 
basket of currencies which is heavily dollar influenced. In the 
past two years (1983-1984), although the Won has depreciated 10.5 
percent against the dollar, it has risen 16.1 percent against the 
Deutchmark and 20.6 percent against the British Pound, resulting in 
a decline in competitiveness of Korean goods. In February, the 
National Bank began to accelerate the depreciation of the Won 
against the dollar to prevent further appreciation against 
non-dollar currencies. This was accomplished by increasing the 
Japanese Yen share of the currency basket. As the dollar began to 
depreciate during the spring months, the Won maintained its level 
against the dollar while it depreciated by 18.4 percent and 

29.4 percent against the Deutchmark and British Pound. The 
Won/dollar rate as of October stood at 892. 
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Monetary and Fiscal Policy: The Korean government has continued to 
pursue relatively tight monetary and fiscal policy despite growing 
pressure to stimulate the domestic economy. In the first six months 
M2 grew at 12.3 percent, somewhat expansionary when compared to 
nominal growth of economic activity, but within government targets 
of 12-13 percent. Interest rates held steady through the first nine 
months. 


Fiscal policy in 1985 has been similarly constrained, with only a 
modest budget supplemental in September of 257 billion Won 
representing the government's response to the slowing economic 
growth. The government has decided to return to a _ somewhat 
expansionary fiscal policy in 1986 by launching some modest pump 
priming measures in the labor intensive construction sector. The 
government sent the budget request for 1986 to the National Assembly 
in September. Although the request envisions a modest 10.2 percent 
growth in the general account for both revenues and expenditures, 
the net government spending exclusive of grants to deficit ridden 
Major off-budget special accounts (such as _ rice subsidy), is 
estimated to grow 14.1 percent over 1985. A substantial portion of 
the increase is allocated to project funding, mostly in construction 
of low-cost housing and highways in order to raise employment. The 
added expenditures will raise the overall public sector deficit from 
0.2 percent of GNP to 1 percent of GNP. The inflationary impact, 
however, is likely to be minimal as the government will cover the 
deficit from various government controlled funds rather than from 
the Central Bank as was done in past deficits. 


Balance of Payments & Foreign Debt: In 1985, Korea has continued to 
register improvement in the current account deficit. As of June, 
the current account deficit was less than $1 billion , down from the 
June 1984 deficit of $1.2 billion. By August, the deficit had 
shrunk to $916 million, and by the end of September had dropped to 
$740 million, roughly half of the deficit as of the same time in 
1984. The strong drop in the deficit in September should permit the 
achievement of the government's target for a $700 million deficit by 
the end of the year. The fulfillment of the target, however, is not 
being accomplished by higher exports as the government had planned. 
Rather, the sluggish economy and low commodity prices are the 
cause. Government planners, while not particularly heartened by the 
decline in the deficit, nevertheless are pleased that sluggish 
exports and slow GNP growth have not resulted in any tightening of 
Korea's ability to service its debt or forced the imposition of any 
draconian import controls. Government planners hope that Korea will 
begin to run current account surpluses within the next few years as 
the value added of Korea's exports begins to improve. 


Gross foreign borrowings for 1985 are targeted at $5.8 billion, down 
from $6 billion in 1984. Korea continues to enjoy an excellent 
reputation on international capital markets, but will constrain its 
net new borrowing in favor of rolling over short term maturities at 
more favorable interest rates. Foreign debt outstanding is expected 
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to reach $45 billion by the end of 1985. Although the debt is 
worrisome in per capita terms, Korea's debt service ratio (including 
the remaining short term maturities) continues to run at a 
satisfactory level of 21 percent. 


Financial Sector Liberalization: The government is moving ahead with 
plans to give foreign banks full national treatment in the use of 
the Bank of Korea's rediscount window by the start of 1986. In 
return, foreign banks will have to subject themselves to the 
requirement imposed on domestic banks to provide 35 percent of new 
lending to small enterprises. In addition, swap arrangements will be 
further reduced. 


In another move to liberalize further the climate for foreign banks, 
the government has announced that foreign banks would be given 
access to the trust business as of October 1. This move, which has 
been long expected, has attracted some interest on the part of 
foreign bankers, but others have expressed concern that the spreads 
will not be sufficient. 


As part of the government's effort to generate increased household 
savings, new savings accounts were introduced in April with interest 
rates ranging from six to 12 percent with certain restrictions. The 
government hopes that the accounts will serve to help the commercial 
banks compete with non-bank financial intermediaries such as 
short-term commercial paper markets, which have in recent years 
outgrown the traditional commercial banks in attracting individual 
savings. The government has also acted to reduce slightly the 
interest which non-bank financial institutions can offer. This 
change went into effect in October. 


Commodity Trade and Import Liberalization: Korean exports (FOB) grew 
almost 20 percent during 1984 to $29.2 billion, while imports (CIF) 
increased 17 percent to $30.6 billion. Korea's trade surplus with 
the U.S. grew from $2 billion in 1983 to $3.6 billion in 1984, while 
its trade deficit with Japan remained around $3 billion, on 1984 
trade volumes of $17.4 billion and $12.2 billion, respectively. 
U.S. Commerce Department data (exports FAS, imports CIF) put the 
1984 U.S. trade deficit with Korea at $4.2 billion on a trade volume 
of $15.9 billion. Korea is now the U.S.'s seventh largest trading 
partner. In 1984, the U.S. accounted for 36 percent of Korea's 
exports and 22 percent of its imports. Japan accounted for 16 
percent of Korea's exports and a 25 percent share of its imports, 
making it Korea's largest supplier. 


As of June 1985, Korea's trade surplus with the U.S. increased 

17 percent compared with the same period in 1984. Exports to the 
U.S. were off 3 percent, while imports declined a substantial ll 
percent. The trade deficit with Japan decreased by 10 percent due 
to a 4 percent drop in imports and a 4 percent increase in exports 
to Japan. Overall, Korea's exports were off 4 percent, while 
imports fell 7 percent due to the sluggish domestic economy and 
continued weak international prices. 
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Investment and Investment Liberalization: The growth in direct 
investment in Korea has continued in 1985 as the government has 
pursued a policy of deemphasizing foreign borrowing. On October 14, 
the government announced that foreign investors could now have 
access to an additional 102 industries, bringing tthe total 
"liberalized" industries to 762, or 76 percent of the total of 

999 Korean industries. The announcement puts the government on 
target to reach the 90 percent liberalization rate and investment 
approvals of up to $1 billion anticipated for 1988. 


Included among the 102 industries which were liberalized in the 
October 14 decree are: butter and cheese production; soft drinks 
and carbonated water production; radio communication, broadcasting 
and related equipment production; motor vehicle rental services, and 
architectural design and related services. Effective July 1, 1984, 
the MOF implemented a negative system (under which foreign 
investment is permissable, except for sectors included on the 
negative list). There are at present 1,048 sectors recognized under 
the Korean Standard Industrial Classification. The government 
classified 49 sectors (e.g., educational, political or 
administrative bodies) as "unsuitable" for foreign investment. Of 
the total 999 industrial sectors open to foreign investment, 

237 sectors are now on the negative list -- 53 are classified as 
"banned", and 184 are classified as restricted. 


The new guidelines also simplified the procedures for reviewing 
foreign investment proposals by raising the amount for investment 
proposals not subject to deliberation by the Foreign Capital Project 
Deliberation Committee (FCPDC) from "$1 million or less" to 


= Million or less" for new foreign investment proposals, and from 


3 million or less" to "$5 million or less" for additional foreign 
investment proposals. The guidelines also reduced the amount of 
processing time required by FCPDC from two months to one month. 


U.S. investments have so far been concentrated in manufacturing, 
particularly in electronics and automotive parts, while Japanese 
investments are focused on the service sector, especially hotels and 
tourism. Profit remittances grew in 1984 to $67 million up from 

$55 million the previous year. 


Korea's desire for new technology and the need to curtail foreign 
lending make prospects bright for continued growth in investments. 
Entrenched domestic special interests combined with  autarkic 
attitudes on the part of some Koreans have acted to impede foreign 
investments. These groups, however, have lost considerable 
influence as the economy modernizes and grows. 


Foreign investments approved this year amounted to $268.32 million 
for 81 projects (as of 9/10/85), with those for the automobile 
industry accounting for about 10 percent or $32.84 million (nine 
projects). Japan led other countries with $92.69 million 

(34 projects). The U.S. placed second at $65.19 million 

(28 projects). Japan and the U.S. accounted for 76.3 percent of the 
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total. Foreign equity investment approvals from 1962 through the 
end of 1984 totaled $2,123.2 million in 1059 projects. Korea aims 


to attract $450 million in new investment in 1985 and will probably 
reach the goal. 


Intellectual Property Protection: Protection of intellectual 
property continued to be a major weakness in Korea's program to 
attract more foreign investments. Korea's "process" patent for 
chemicals and pharmaceuticals is considered completely inadequate 
for many prospective investors. The addition of a "product" patent 
protection system is being contemplated, but to date little has been 
accomplished. Similarly, Korean copyright laws accord virtually no 
protection for foreign works. Although revisions of the existing 
legislation are under consideration, there has been no announcement 
to date. 


Electronics: The Korean electronics industry had a good year in 
1984, with a 29 percent growth in output and a 39 percent growth in 
exports. By the first half of 1985, however, export growth had 
slowed considerably as the world electronics market continued to be 
characterized by overcapacity and sluggish demand. Results of 
Korea's foray into top-of-the-line technology (including the 
development of a 256K DRAM chip) have continued to be mixed in the 
face of strong Japanese competition. What growth the electronics 
industry has experienced has been in the lower technology computer 
peripherals where Korea's inexpensive but talented workforce is best 
positioned. Korea's electronics industry has also shown an 
impressive ability to adapt to changing market conditions. As old 
standby items such as televisions, audio equipment and telephone 
equipment began to experience declining sales, new goods, such as 
VTR's (helped by the expiration of Japanese licensing restrictions) 
and computers took their place. 


The outlook for the Korean electronics industry remains good despite 
the current sluggish world market conditions. So far, despite 
attempts to delve into the most advanced areas of electronics, the 
overall industry has continued to emphasize low-end peripherals 
where Korea is most competitive. 


Steel: In 1985, Korea's steel industry is experiencing weak growth 
in output due primarily to declining export sales. In recent years 
the Korean steel output has been highly dependent on exports with 
over 46 percent of 1984 output exported. Domestic demand for steel 
products, however, continues to be strong due to growth in large 
scale construction projects and in the automotive and shipbuilding 
industries. Domestic demand is expected to remain high although 
further growth in shipbuilding is very clouded. It is expected that 
domestic demand will continue to take a larger percentage of overall 
steel capacity and ensure its future viability as an industry for 
some years to come. 
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Shipbuilding and Automobiles: Exports from Korea's’ shipbuilding 
industry were up 25 percent in 1984 to $4.7 billion. Korea's world 
market share is now up to 20 percent, measured in gross tonnage. 
Korea's shipyards are booked through mid 1986, but orders so far for 
1986-1987 have been very slow, resulting in a growing problem of 
underutilized capacity. 


Korea's domestic car market grew 8 percent in 1984 and is expanding 
at about 20 percent in 1985. In 1984 Hyundai introduced the Pony II 
to Canada where, with the help of quotas on Japanese sales, it has 
become the largest import on the Canadian market. Hyundai plans to 
introduce its new front-wheel drive subcompact, the Excel and 
Presto, plus the slightly larger Stellar, to the U.S. market in 
1986. At an expected sticker price of $5,000-$5,500, the Excel is 
expected to be well received. 


In addition to Hyundai, Daewoo and Kia are aiming at the U.S. 
Market. Unlike Hyundai, however, these companies will attempt to 
enter the market in partnership with U.S. firms. A vehicle produced 
by a Daewoo/General Motors joint venture is expected to reach the 
U.S. by 1987, while Kia will produce an automobile in cooperation 
with Ford Motor Company and Mazda. The car, which is also expected 
to reach the U.S. market by 1987, will probably be sold with a Ford 
nameplate. Samsung, still another Korean manufacturer, has signed a 
joint venture agreement with Chrysler for the procurement of car 
parts. 


Construction: The domestic construction industry continues to be 
heavily affected by the introduction of the government's tight money 
policy in the early 1980's. Excess capacity in office space has 
reduced the demand for new construction services, while new overseas 
construction orders have remained very slow with little prospect for 
revival in the near term. The government's attempt to revive the 
economy in 1985 has been primarily directed at the domestic 
construction sector with its high labor component. Although this 
should help to revive construction in the coming months overall 
prospects for this sector will be limited as long as overseas 
business remains slow. 


Agriculture and _ Forestry: The 1985 rice crop is expected to 
approximate domestic demand despite heavy fall rains, which also 
adversely affected vegetable crops. Feed grain consumption 
increased in 1985 as a result of expanded livestock inventories. 
Limited land area and small individual landholdings, a variable 
climate, and the aging of the farm labor force all make rapid, 
substantial increases in total output unlikely. Rural industry 
continues to develop slowly, so high domestic price levels and 
government subsidies are likely to bear most of the burden of 
assuring adequate farm income for some time to come. 
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The total volume of Korea's agricultural trade grew in 1984, with 
larger imports of cotton, leather, hides and skins, furskins, 
tallow, soybeans and feed ingredients. An increase in trade with 
China cost the United States a substantial share of its Korean corn 
Market, as did heavy imports of Australian feed wheat. Beef cattle 
imports ceased early in 1984, and imports of beef for general 
consumption were suspended later in the year. The demand for 
softwood logs declined as a result of depressed conditions in the 
plywood industry. Some progress in agricultural market 
liberalization took place during 1985, notably grapefruit, almonds 
and fresh sweet cherries became "freely importable." 


Demand for agricultural imports in the traditional areas (feed 
ingredients, oil and oilseeds, inputs to textile and garment 
industries) is expected to be strong in 1986. Competition, 
particularly from Asian supplies, will make it difficult for the 
United States to hold its current 52 percent agricultural import 
Market share. Import substitution is still a major goal of 
agricultural development programs. The government hopes to avoid an 
increase in feedgrain imports through use of locally produced 
grains, forage crops, and agricultural wastes and through controls 
which are being established to discourage rapid expansion of the 
swine and poultry industries. 


Textiles and Footwear: Although these two light industries have long 
been the mainstay of Korea's exports, price competitiveness has been 
steadily eroding due to lower cost producers such as the Peoples’ 
Republic of China. Textiles' share of total Korean exports 


continues to decline slowly, from 27 percent in 1980 to 23 percent 
in 1984. Footwear's share remains at about 5 percent. Although 
Korea is deemphasizing these two labor intensive industries, there 
are no plans to try to phase them out. Korea has already become a 
Major producer of the high quality athletic footwear and hopes as 
well to shift its textile production toward higher value items. 
Nevertheless, growth in these industries remains clouded. 


Tourism: Korea's tourism industry has grown in recent years as 
industry revenue, expenditures, and numbers of foreign tourists have 
all steadily increased. In 1984, the industry earned $670 million, 
with approximately 1.3 million foreign tourists visiting Korea. The 
government-run Korean National Tourism Corporation foresees 
substantial growth opportunities for tourism in Korea, particularly 
as the 1986 Asian Games and 1988 Olympic Games move closer. 


There are significant opportunities for U.S. exporters of hotel 
products, investors and hotel chains interested in management or 
franchise contracts. Although the Korean government exerts strong 
pressure on the industry to buy domestically produced goods, the 
expansion of the tourism infrastructure in time for the Olympics 
allows good possibilities for foreign suppliers. 
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IV. Implications for United States Businesses 


Export Market: Korea is America's seventh largest trading partner, 
and its fifth largest market for agricultural exports. It continues 
to offer good business opportunities to American exporters. Strong 
demand will continue for U.S. industrial raw materials, heavy 
Machinery, electronics, and _ scientific products with a high 
technology content. Korean manufacturers recognize the need to 
upgrade the quality of their products, especially those destined for 
export, and will need more advanced production equipment to do so. 
U.S. firms can compete very effectively here for sales of products 
such as medical equipment and supplies, telecommunications 
equipment, analytical and scientific instruments, electronic 
industry production and test equipment, electronic components, food 
processing and packaging equipment, industrial controls, special 
machine tools, and special-purpose computers and peripherals. 
Aggressive marketing and strong after-sales service are a must in 
this significant market which lies only a few hundred miles from 
Japan. Korea will continue to be a major market for U.S. 
agricultural commodities, and industrial materials such as coal, 
chemicals, scrap metals, logs and lumber. 


Major Projects: The Korean Government continues to foster rapid 
expansion of infrastructure facilities in Korea, some of which are 
open to participation by U.S. firms. Areas of special interest to 
U.S. firms include engineering services and equipment in water 
treatment facilities and solid waste management, steel, 
telecommunications, and nuclear and other power plants. U.S. 
companies should be aware of the need for in-country representation 
to be well positioned to win major contracts in Korea. The Korean 
Government generally requires, for example, that foreign firms be 
associated with Korean engineering firms when bidding on government 
projects. Thus U.S. firms would be well advised to develop effective 


ties with Korean counterparts prior to the formal announcement of 
such projects. 


U.S. Investment: Prospects for U.S. investment appear to be very 
good and improving. The most promising areas at this time are 
electronics, automobile parts, and medical equipment. One large 
U.S. automaker has worked out a joint venture to supply parts for 
the U.S. and other markets, including Korea, and others are 
reportedly considering doing so. Similar opportunities for 
production for world markets are available in electronics, 
especially in semiconductors and computers. 


Trade Liberalization: The Korean government has recently taken a 
series Of measures designed to liberalize foreign trade. (See 
below.) It has also announced a phased scaling down of tariff rates 


through 1988 from an average of 20.6 percent in 1984 to 16.9 percent 
in 1988. 
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On October 30, 1985, the Ministry of Trade and Industry (MTI) 
announced a total of 603 items to be liberalized for import over the 
next three-year period ending in 1988 -- 302 items in 1986, 

160 items in 1987, and 141 items in 1988. Based on the eight-digit 
CCCN heading classifications, there is a total of 7,915 items 
imported by Korea annually. Under the new announcement, the import 
liberalization ratio of all items will be increased from 

87.7 percent (6,945 items) in 1985 to 91.6 percent (7,247 items) in 
1986, and 93.6 percent (7,407 items) in 1987, and 95.4 percent 
(7,915 items) in 1988. Under the "pre-announcement" system 
established by MTI in early 1984, items to be liberalized for import 
will be announced 2-3 years in advance of the effective date. Among 
the items to be liberalized for import during the period 1986-1988 
are: color TV sets, nylon carpets, typewriters and duplicating 
machines, windshield wipers and spark plugs, speakers and 
amplifiers, and excavators in 1986, small computers, razor blades, 
canned pork, passenger automobiles (2000cc or below) in 1987, and 
cranes, metalworking machinery, soybean oil, automobile engines, 
passenger automobiles (more than 2000cc), VTIR's, computers and 
peripherals, and bearings in 1988. It is important to note, 
however, that despite the positive liberalization measures taken by 
the Korean government, a variety of restrictive administrative 
regulations and high tariffs may make import of liberalized items 
either impossible or commercially impractical. 


A recent reform of the Korean tariff system has introduced a 
"pre-announcement" system for tariff changes from 1984 to 1988. 
Under the new system, tariff rates for 977 items (42.6 percent of 


the total listed import items) have been reduced, dropping on the 
average from 22.6 percent in 1983 to 20.6 percent in 1984. Overall 
average tariffs will be further reduced to 16.9 percent by 1988. In 
1988, the rates for raw materials will be reduced to a range of 


5-10 percent for capital goods, and for consumer goods to 20-30 
percent. 
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That is why the U.S. Department of Commerce monitors 
foreign direct investment in the United States. Its Office of 
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individual foreign direct investment transactions. 
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pleted Transactions, 1974-1983. For this one price, you will 
obtain foreign direct investment data by source country (Vol. 
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developments in foreign direct investment transactions in the 
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The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


¢ When is an export license necessary? 
e When is it not necessary? 
_ * How do! obtain an export license? 

« What policies are followed in considering 
license applications? 

¢ How do | know when the policies change? 

¢ Are there restrictions on exports to certain 
countries? 

¢ Are restrictive trade practices and boycotts 
prohibited? 

¢ Dol need a license to ship technical data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


SUBSCRIPTION RATES 


In the United States 
To foreign countries 


All Bulletins sent first class to 
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You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
BLINDFOLDED? rss ceuiet imate cn sve ene an 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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